Case study 1: The impact of B2B reverse auctions 
A dozen people sit in a room staring at the projection of a computer screen on the wall. 

For 20 minutes or so nothing much happens. “It’s a little like watching paint dry,” says Steve Dempsey, government partner with the consulting firm Accenture. 

But suddenly someone miles away, linked via the internet, makes a bid. A pale blue dot registers at the top of the screen. Soon others follow, different colours representing different companies. An e-auction, aimed at cutting the price the public sector pays for anything from paper to computer equipment to air freight, is under way. 

Reverse auctions – where companies bid their way down to the lowest price at which they are prepared to supply – are a commonplace tool in parts of the private sector. Operating a little like eBay in reverse, they are a way for buyers to negotiate, online, with suppliers to source a range of goods – those whose quality and nature can be defined with absolute clarity. 

Accenture has run more than 1,500 such auctions in the private sector in businesses as diverse as the oil and chemical industries, industrial equipment, marketing and foodstuffs. More than 125 different commodities have been bought and sold this way, including fork lift trucks, coffee, foil, fuel, filters, pallets, pipes and structural steel. Auctions have also included services, such as temporary staff and contracts for earth removal. 

The approach has now come to the public sector and has been greeted with enthusiasm by the Office for Government Commerce, which is charged with lopping £1bn off the government’s £13bn civil procurement bill over three years. 

“E-auctions are not suitable for everything,” Mr Dempsey says. The product has to be a commodity – one where the purchaser can specify precisely what standards the desired good or service has to meet. It could not, for example, be used to buy in the services of lawyers or consultants, or something where the purchaser has to design the service or innovate. But about a third of all commodities are suitable for auction, Mr Dempsey says. For the government, that may mean hundreds of millions of pounds’ worth of goods a year. 

The auctions it has conducted in the private sector have produced average savings of 17 per cent on the historic price of previous contracts, Accenture claims. 

In the public sector, only the Driver and Vehicle Licensing Agency, Royal Mail and the Police Information Technology Organisation have used the reverse auction approach – buying computer supplies and security watermarked paper, for example. The four auctions, however, have each produced savings of between 22 per cent and 25 per cent on the previous contract. 

The reason, Mr Dempsey argues, is twofold: the field of suppliers can be widened from those who traditionally do business with government; and the auction takes place in real time, increasing the competition on suppliers to find their lowest price. 

The process works by the purchaser spelling out precisely what is needed, advertising the requirement and then drawing up an approved list of those who can meet it. Potentially, Mr Dempsey says, that opens up the market to small and medium-sized companies that might not normally see the government as a customer. The parameters of the auction are then set, the suppliers trained – and battle commences. Usually auctions are set to last 30 minutes but are extended for 10 minutes each time a bid comes in during the last five minutes. An average auction runs for about 90 minutes, although some have lasted for several hours. 

“You can really feel the tension and excitement,” Mr Dempsey says. A company may, for example, have excess stocks of what the government needs. Or it may have a hole in its production run, or a sales target that the contract fills. “It creates real time, dynamic competition between suppliers,” he says. “It’s a real marketplace.” The DVLA, for example, saved more than £200,000 buying several tons of watermarked paper. It is now working on a similar e-auction for millions of the envelopes it uses every year. The Royal Mail, having saved £550,000 on its first two e-auctions, is in the process of buying more than £20m of air freight space to shift air mails. 

Paul Cattroll of the DVLA says the reaction of suppliers is mixed. Some feel that it has forced them to reduce their profit margins. “But it is an opportunity for the government to get better value for money for the taxpayer,” he says. 

Despite the need to prepare the auction carefully, Accenture argues that the process can prove quicker than traditional procurement, while cutting the administrative cost for both purchaser and provider. 

E-auctions have been slow to take off in the public sector because there was a question mark over whether they breached European Union procurement rules. Another barrier is that government contracts tend to run for many years. 

But over time e-auctions could become commonplace. The DVLA and Royal Mail, having tried them on a pilot basis, both plan to use them again. And the Office of Government Commerce, happy they now fit within EU procurement rules, is encouraging other government departments to use them. 

Case study 2: Accenture Academy
Auctions have been around for centuries. A practical application of auctions in procurement today is commonly called a reverse auction, where the buyer offers its products or services to a group of sellers who then bid on them. In this current format, a reverse auction relies heavily on electronic commerce. Both the buyer and sellers are connected electronically—a high-end application is the use of real-time bidding software that acts as an electronic auction house. Other applications use electronic billboards and websites, but all applications require both the buyer and seller to invest in a consistent and shared electronic technology.

Unless there is extensive prequalification of the suppliers and their capabilities, these electronic auctions have two limitations:

· First, the product or service that is offered by the buyer must be readily understood, definable, and referenced. In most cases, it is limited to products and services that can be defined by an external standard—for example, underwriters, generic specifications, or a commodity standard. These products or services are often called "catalog-able"—that is, a reference can be made to some generally acceptable catalog. Products or services that have specifications that are complex, collaborative, jointly developed, quality or performance based, or that are subcomponents that are contained within a critical higher assembly are often too difficult to be bid on electronically in an auction process.

· Second, price is usually the sole or primary determinant of the winning bidder. Issues of quality, capability, sustainability, and long-term supplier relationships are difficult to be considered in the selection process.

In a September 2012 meeting of over 130 executive members of the Drug, Chemical, and Allied Trades (DCAT) group and the Institute for Supply Management (ISM) Pharmaceutical Forum that included direct suppliers to the ISM Pharmaceutical companies, the topic of auctions was discussed. A senior executive described his recent experiences with reverse auctions.

· Experience 1—The buyer used the auction to get a new price from the existing supplier and ignored the lowest bid from a new supplier.

· Experience 2—The buyer did not understand the usage and the support rendered by the existing supplier. While the buyer got a lower price from a new supplier, the buyer’s company now uses 400 percent more of the material.

· Experience 3—The buyer provided incomplete specifications and refused to respond to bidders’ requests for clarification.

Clearly, the experiences cited above violated the spirit of fair bidding.

At the same symposium, the CPOs from major companies agreed that reverse auctions can be a valuable tool; note that it is a tool—not a solution. It must be used properly and ethically. It can provide valuable market information and is an effective way to identify new suppliers. However, the group concluded only select items are appropriate for e-auctions. The issue of confidentiality of both the buyers’ and existing supplier’s intellectual property should be protected. Awarding a contract solely to the low-cost bidder can compromise long-term relationships with suppliers and does not adequately address issues of service and quality.

Auctions can be an effective part of the procurement professional’s toolbox, but the rules of procurement professionalism and integrity, dedication to quality, and supply consistency and sustainability cannot be suspended by using e-auctions or reverse auction techniques.


Questions 
1. Summarise the operation of a B2B reverse auction from both the buyer’s and seller’s perspective. 

2. Which type of products are suitable for purchase by reverse auction? 

3. Explain the benefits and drawbacks of the reverse auctions to purchasers. 

4. What are the implications to selling companies of reverse auction? 

